In this study, the panel smooth transition model will be used to analyze the nonlinear relationship between debt and investment. It can be inferred from the results that debt drives investment when the debt level is relatively low. However, a rise in debt reaching the "threshold" level diminishes the chances of an increase in investments. The results above indicate: the current economic downturn being experienced will not be resolved by further leverage.
optimism and inequality in income and consequently, a previously stable business cycle can become a turbulent economic situation. From the microeconomic market perspective, Bernanke et al. (1999) [10] carried out a remarkable study which considers the Dynamic Stochastic General Equilibrium (DSGE) approach.
However, the DSGE approach can neither explain the significant deviation of the real economy from expectations (Kocherlakota, 2000) [11] , nor does it demonstrate the dynamic changes of debt (Mittnik and Semler, 2013) [12] .
In recent years, the evident global financial crisis has created the need for a critical study of the connection between the financial systems and the real economy, especially as it concerns the interaction between public debt and the economy, as illustrated in de Lof and Malinen (2014) [13] , Panizza and Presbitero (2014) [14] , Checherita-Westphal and Rother (2012) [15] , Erdil and Yetkiner (2009) [16] , and Cebula (2014) [17] . However, private debt can be assumed to be as important as public debt in the studies of the role of debt in the real economy (Puente-Ajovín & Sanso-Navarro, 2015) [18] . One area of research is prominently focused on the credit crunch experienced by troubled banks and the impact on the real economy, as shown in the studies of Adrian et al. (2010) [19], Gorton (2010) [20] , and Brunnermeier and Sannikov (2014) [21] . Another line of research places emphasis on the risk premium and credit spread resulting from the changes in financial stress. From this perspective, the occurrence of excessive debt potentially causes an increase in borrowing costs, lower profit margins and investment as well as a downturn in the real economy (Proaño et al., 2014 [22] ; Schleer and Semmler, 2013 [23] ). These studies conclude that there is a nonlinear relationship between debt and the real economy.
Other studies, such as Hubrich and Tetlow (2015) [24] , Van Roye (2014) [25] , Hollo et al. (2012) [26] , and Davig and Hakkio (2010) [27] , yielded similar results. Hennessy et al. (2007) [28] pointed out that at the firm level, incurring an excessive debt could lead to a "drag" effect on investment.
Recently, in China, the occurrence of excessive debt and investment downturn has caused significant concerns. According to the Interest Rate Observer Journal, from 2008 to 2013, the Chinese banks' debts increased by 15.1 trillion dollars. This figure is remarkably higher than the increment in debts owed by the US banks collectively, which is an estimated 1.46 trillion dollars. Moreover, the Chinese Statistics Bureau reports that since 2012, the total investments pace for fixed assets have witnessed a steady drop. A proper comprehension of the relationship between investment and financial factors is essential to promote both the current and future activities which are important to the economy. However, due to multiple reasons, there is the absence of an established literature regarding this issue. This study seeks to fill this gap in the literature. By using the Panel Smooth Transition Model, we explore the relationship between debt and the real economy, with a particular focus on debt and investment. We further establish a dynamic relationship between debt and investment in view of exploring the diverse role of debt in investments and the real economy. We find that the exis- debt attains a specific threshold, it will have no further significant impact on increasing investment. This is identified as the main reason behind the economic slowdown experienced in China in recent years. Evidently, the "rescue efforts"
made by the government was not capable of resolving the issues in the real economy which was caused by excessive debt.
The structure developed for this study is as follows: Section 2 covers the empirical analysis for this study. The final section in this report includes a summary and the suggestions regarding the considered policies.
Empirical Analysis

Sample Selection and Data
The sample we developed was based on the China Stock Market & Accounting Research (CSMAR) database. We study this sample which covers a period of 2002 to 2013. Considering the specific nature of the investment in financial firms, we exclude the financial firms and firms with missing values. To prevent the influence of outliers on the results, we carry out a Winsorizing process for the maximum and minimum 1% of the variables of the sample. Table 1 indicates the methods we used to measure the variables.
Model Estimation and Results
Considering 0. θ θ θ ′ ′′ ′′′ = = = Table 2 presents the results of the impact of debt on investment. We observe that at the 5% significance level, the original hypothesis was significantly rejected. This indicates that the impact of debt on investment is non-asymmetric in the event of a fluctuating financial stress.
According to the test results stated above, we can estimate Equation (1) 1995) [34] provides estimation for other correlation coefficients shown in Table   3 .
From Table 3 
Conclusions
The global financial crisis which began in 2007 to a large extent had the adverse effects of the financial industry on the real economy. In the case of China, understanding the influence of debt on investment can reveal useful information which can be used to prevent the Chinese economy from being affected by a risky financial market. From our analysis, it is observed that at low debt levels, there will be an increase in investments. In addition, when debt attains the threshold, the previous appreciation stimulated by debt will be eliminated.
The outcome from our studies indicates that the government needs to adopt relevant policies which can be used to prevent an experience of financial crisis.
This can be achieved by putting a stop to all forms of excessive borrowing in the Table 2 . Non-linear test for the impact of debt on investment.
LM T H 0 20.514*** Note: *, **, *** denote significance at the levels of 10%, 5% 1%, respectively. Note: *, **, *** denote significance at the levels of 10%, 5% 1%, respectively.
